MANAGING CREATIVE KNOWLEDGE CAPITAL
How to build companies competence through innovation

capability and foresight (DYNY)
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Why creative knowledge capital?
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Because of the change of the Era
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Operating principle

Operating logic

Current society is late-
industrial transition
between two epochs

Type of society



Because of these six factors that will change

in the next 20 years...
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Because of the change of paradigm...

1. Industrial revolution 1750-1880

—  companies used knowledge to
produce fools and products

2. Production revolution 1880-1945

—  companies used knowledge to
improve labour processes

3. Management revolution 1945 —
—  companies use knowledge to
improve knowledge
3. Consciousness revolution 2000 -

companies use knowledge to

Improve awareness
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Because the wealth creation is increasingly based on intangibles...

40% of the net profit

of listed Finnish
companies is based

on knowledge driven
earnings.
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Because there are new demands of company performance...

Seven Levels of Organizational Consciousness
Positive Focus / Fear-Based Focus

SERVICE TO HUMANITY
Ethics. Social responsibility. Future generations.

SERVICE

STRATEGIC ALLIANCES AND PARTNERSHIPS

Employee fulfillment. Community involvement.

[

RELATIONSHIP 2

MAKING A DIFFERENCE

DEVELOPMENT OF A STRONG COHESIVE CULTURE
Commitment. Enthusiasm. Shared values.

INTERNAL COHESION

CONTINUOUS RENEWAL AND LEARNING
Adaptability. Innovation. Teamwork.

TRANSFORMATION

Productivity. Efficiency. Quality. Professional growth.
Bureaucracy. Complacency.

RELATIONSHIPS THAT SUPPORT THE ORGANIZATION
Good communication between employees, customers and suppliers.
Manipulation. Blame.

PURSUIT OF PROFIT AND SHAREHOLDER VALUE
Financial soundness. Employee health and safety.
Exploitation. Over-control.

SURVIVAL
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Because we move from a production-centred

fowards a recognition-centred organisation...

Functional division of , ~—~—  And in the future. ..
organisations now...
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This is our framework

Leading Creative Knowledge Capital

Individuals

30.11.2006

Innovation
know-how

Business know-how
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Innovation
capability

Individuals
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Business competence

Knowledge

Organising

Foresi

Energy

Renewal capability

<

Organisation

The sources of creative knowledge
capital are embedded in the
business environment, in the
business organization itself as well
as in its individuals. These three
factors are the most critical to
business competitiveness, since they
either constrain or open up the
business's future prospects. The
sources of creative knowledge
capital can be analysed by focusing
on the organization's foresight
competencies, its capacity for
renewal and regeneration and its
capacity for innovation.
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Innovation
capability

Individuals
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Business competence

Knowledge
Organising

Energy

Business competence comprises all
the knowledge and know-how that is
needed to run a successful business. It
includes all business processes and
practices and requires the application of
the best know-how available to the
development of business processes.
The management of creative knowledge
capital provides strategic knowledge
about the future that helps to support the
organization of business competence as
well as company decision-making.

<

Renewal capability

Organisation
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Individuals

Innovation
capability

Business competence

Knowledge
Organising

Energy

Innovation capability is the synergistic
effect of several factors: primarily of the
creativity of individuals, secondarily of
the company’s social organization and
thirdly of the efficiency of product and
service development. Companies need
to learn to lead innovation capability at
all levels of the organization: the first
step is to identify the innovators, the
second is to facilitate their co-operation
and the third to make their creativity a
strateqic asset.

<

Renewal capability

Organisation

Foresight

Operating
environment
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Yksilot

Innovation
capability

Business competence

Knowledge

Operating
environment

Organising Foresight

Energy

The capacity for renewal and
regeneration can be measured by
analysing the coherence of the business
organization's strategic operations and
Renewal capabilit}- its potential for change as two mutually

interactive factors. An organization that
has such capacity is strategically
competent, i.e. it is capable of running a
focused and coherent business
Organisation | operation and orient itself intelligently
within its business environment.




Individuals
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Innovation
capability

Business competence

Knowledge Operating
Organising Foresight environment
Energy

The tasks of foresight include exploring
possible or probable future scenarios
and analysing people's future
expectations. The aim of futures thinking
is to produce as clear and
comprehensive a view as possible of the
business’s future challenges and

Renewal capability

<

prospects.

Organisation
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The toundation and objectives of

the DYNY project

The objective of the project was to develop organizations’
innovation know-how and renewal capability as strategic
competence factors

The project produced meters and methods for developing the
organizations’

= renewal capability,
= innovation know-how and
= developing foresight.

The theoretical background lies in the concepts of Creative
Economy (Wilenius 2004) and Dynamic Knowledge Capital
(Stahle 2003) developed by the research team.

The project also produces articles and books dealing with
innovation know-how and creative knowledge capital.
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Actors of the DYNY project

e Carried out by Finland Futures Research Centre / Turku
School of Economics

— FFRC is an auxiliary unit of Turku School of Economics. It
refines visionary knowledge regarding alternative futures
and the challenges and possibilities included in them.

e Funded by TEKES, the National Technology Agency of

Finland.

e The project partner companies have been six Finnish

Companies: AffectoGenimap Plc., Marimekko Corporation,

Advertising Agency SEK & GREY Ltd., The Tapiola Group,
UPM-Kymmene Group Plc. and VR Group Lid (national
railway company).
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This is how we did the project...
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Phases of the DYNY project

KM-factor
measurement
Delphi
analysis
1

Studies how
the key
people

understand

Measures the
chosen
organisation’s
state of renewal i

capacity company’s
future
competitivity
elements

SEPTEMBER  OCTOBER
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NOVEMBER

Workshop
Delphi 2
Workshop

Theme: the
results of the
KM-
(EESIENE)E
and
Delphi 1

DECEMBER

Defining
delphi
analysis

JANUARY

Builds up the
results

FEBRUARY

Final reports to
the companies

18




KM-factor analysis
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KM-factor®

* measures renewal capability based on the
interpretation of organizations as dynamic
knowledge systems

e the firm is examined as 3 interconnected
knowledge environments

— mechanistic — value creation from standardized
operating models and processes

— organic — a platform for mutual learning and
incremental development

— dynamic - knowledge flows and potential knowledge
are cultivated into innovations

30.11.2006 20



Organization as a System
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IC-index
Intellectnal Capital (IC) index measares the renewal capacity of an organisation as a whole. It serves as an

mdicator of orgarosational renewal capacity that corepares the value of this charactenstic to the sverage valne fora
reference group.

. . . 0 * [fternal
Organisational DIC index o) | e
The IC index iz an indicator of renessal capacity with respect to the reference group. it is -
expressed &= a petcentage . If the walue is: 85 -

*#  under 10 %% then rerewral capacity is belowr the reference sroup average,

* 100 %4 then renewral capacty corresponds to the reference soup arerags,

* over 100 %, then renewal capardtyis above the referenoe sonap arerage.

Strategic competence

This mdex measuresthe follvanng forthe enployees of an erterprisefmit 82- 2
*  the abihitr to percerrethe ourart sihiation and to set clear and coherert objectires -

* the ability to achievs the objecttres by workmgz together.

Unanimity regarding the current situation 3
Unanimity regarding objectives 98 -4
Coherence of developmental challenges 66
Cperational profiling according to strategy 93 +1
Sensiivity to the situation 99 +1

30.11.

2006
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Challenges of the 6 companies

The organization’s way of working is not
equivalent to the company strategy

The organization as a whole does not
function in a uniform way

The organization’s operational objectives
are not equivalent to the strategy

The organization has a low innovation
potential

The employees are not
motivated by their jobs

The employees are not internally
networked enough

30.11.2006



Delfoi-method

+ A tool for tracking future by expert estimates
+ Features of Delphi-method:

= Anonymity

= Many rounds

= response

+ To disclose arguments and the hidden knowledge.

30.11.2006 24



gcenarios about alternative futureg

Vision and focus
Objectives
set by V4 ‘
vision ﬁ
ission
V4
Strategy ”
formulation 7
<
‘ “Next steps” —
. lan of action
Present state of «~ | P
art and
performance Present knowledge, New knwoledge, competence and
competence and vision set by vision
resources
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Visionary development task —>
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...And Delphi questions and arguments accordlingly

Assess your

changes of trends in your operational environment @)

Asses the vision of your company(7-8)

stragetic
focus of your
company(11-
12)

Name the
strengths and
weaknesses of
your foresight
activities (1-3)

30.11.2006

)
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7

. ®

fssess the
/ rission of your
company (9-

J
I 10)

“Next steps” —
plan of action:

Identify the most important future
challeges of your company(5-6)

Address the renewal issues of your—»
company? (13-16)
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Some findings...

cpanges in operational environpy,

T

The challenges of
companies
in these changes
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cnanges in operational environm%(

+ Increasing demands from customers and search for new
solutions

+ The growing importance of uniqueness in the pressures of
globalisation

+ Demographic changes and new needs stemming from that fact
+ Increasing price competition and diminishing profit
+ Accelerating technological development

+ Increasing competition and opening markets

30.11.2006 28



+ Increasing role of strategic partnerships
+ More focus on brand building
+ More expertise on market analysis

X THE CHALLENGES OF /
COMPANIES
\ IN THESE CHANGES /‘

+ New opportunities and out of saturated markets
+ Chrystallisation of operational focus
+ Ability to meet the challenge set by competitors

30.11.2006 29



+ By estimating changes among the customers by their
behavior and talk

+ By tracking the changes in competitors
+ By interpretating changes in people’s life styles
+ By analysing the technological development

+ By estimating the fields of development in other companies
and other businesses

30.11.2006 30



Summa summarum:

% Very much variety in responses from
companies: not much organised foresight
visible

+ Key questions: how foresight should more
visible in everyday practice?

% Most important challenge: to create modes
ot action that support foresight activities.
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Results in a nutshell (2)

* Very few companies have systematic
approach to foresight

e However, all the companies see the
growing importance of foresight

* The challenge for every company is how
to use the innovation capability
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We received a lot of positive feedback from companies...

Comment from the UPM-Kymmene, one of world’s
largest forest company, their director of innovation
Jorma Lehtinen:

“In large companies the history and culture rise to the forefront every time
there is a great need for change. The project gave an outstanding chance
to evaluate UPM’s current state by analyzing its ability to change,
capability to direct its changes and the timing of these changes. Also
surprises were unavoidable in the process. The book that emerged from
the project and the detailed recommendations given by the research
team will be excellent tools in the long and demanding process of
changing our organizational culture, a change inevitable in the
contemporary world. The crucial factors that helped the project achieve
its brilliant outcome were, above all, Pirjo Stahle’s and Markku Wilenius”
high quality of research and an broadminded approach, Finland Futures
research centre’s personnel’s uncompromising investment in activating
the project’s participants and an open, honest and sometimes anarchistic
atmosphere in the management team”.
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More comments...

The project has helped us to identify the factors impeding our change management. In the
context of strategy formulation we have agreed to take measures which enable us to
concentrate on issues that are relevant and which will help us to follow through with our

development projects more efficiently. —J. Paavilainen, VR Oyj

The project offered a good occasion to stop and ponder the relations between strategy and
practice. Even though we were already familiar with some of the issues raised, the project

was able to provide a fresh viewpoint to them. Also completely new ideas were abundant and
we noticed that we were not alone with our development challenges. We want to thank the
active and enthusiastic crew at Tapiola, the other companies that participated in the project for
good conversations and the skilful leadership of the research team. Already during the project
there started to emerge thoughts and ideas we were able to take into our daily practices
immediately. In addition, the recommendations provided by the researchers give a good
direction for further developmental work. P.Killstom, Tapiola

The results obtained in the project supported and clarified our outlook on the development
needs of our company. Participation in the project gave us new viewpoints both to the
development of our organization as well as our business.

P.Aarni, Affecto Genimap.
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PIRJO STAHLE = MARKKU WILENIUS

Markku,wilenius@tse.fi

See
www.tse.fi/dyny/dyny en.asp
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